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February 1977

Report to
The SEC Advisory Committee
on Corporate Disclosure

The American Institute of Certified
Public Accountants, Special Committee
on the SEC Disclosure Study

On May 17, 1976, Mr. A. A. Sommer, Jr., Chairman of

the SEC Advisory Committee on Corporate Disclosure, in a letter

to Mr. Wallace E. Olson, President of the American Institute
of Certified Public Accountants, invited the Institute to submit
its views on the following topics:

1.

What types of reporting should be prepared by
companies to communicate financial information
to various users and in what form and organi
zation should such information be presented?

2.

What significant changes are, required (laws,
regulations, customs, etc.) in order to imple
ment the suggestions given in response to ques
tion 1?

In response to this invitation, Mr, Ivan Bull, then

Chairman of the AICPA, and Mr. Olson appointed a Special Com
mittee on the SEC Disclosure Study to respond to Mr. Sommer’s
invitation.

This is the report of that committee.

Basis for Response

Our conclusions and recommendations are based on our
own experience and that of colleagues; we undertook no special
research program.

Furthermore, we only considered disclosures

associated with historical cost financial statements because

we believe financial statements and disclosures on other bases

should be considered within the FASB conceptual framework
project.

Our response on matters of accounting principles is
based on the continuation of the establishment of accounting

principles in the private sector with oversight by the SEC,
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which we support.

Our comments and recommendations in this

report do not have the objective of modifying the present
oversight function of the Commission.

Summary of Conclusions

In considering how best to respond to the Advisory
Committee’s questions, we felt it necessary to consider three
aspects of financial disclosure:

1.

The possibility that some of the present

disclosure requirements may be overlapping

or otherwise redundant and can be eliminated.
2.

The possibility that additional disclosure

requirements are desirable.
3.

The possibility that additional involvement

of independent auditors in disclosure matters
is desirable.
This report explains and gives reasons for our recom

mendations on those aspects.

•

In summary:

The objective of generally accepted accounting

principles (GAAP) is to provide full and fair

disclosure.

Regulation S-X contains many dup

lications and unnecessary modifications of GAAP
and calls for information not now required for

full and fair disclosure under GAAP.

As a con

sequence, we believe Regulation S-X should be
substantially modified.
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If the SEC considers financial disclosures

not called for by GAAP to be needed, such
information should be required only in a
section of a SEC document other than the
financial statements.

If emerging problems arise on which the
response times under the procedures of the
FASB are unacceptable and interim solutions

are promulgated by the SEC, such interim

solutions should be withdrawn at the time
GAAP are developed by the private sector.

Disclosure of certain additional types of
supplementary information should be con

sidered.
In determining the desirability of any addi
tional auditor involvement, consideration

should be given to:
•

The auditor's ability to provide
assurance concerning the subject
matter.

•

The practical ability to communicate

to users with sufficient clarity the
degree of assurance intended to be

provided by the auditor involvement.

•

Relationships between benefits and costs.
FINANCIAL STATEMENT DISCLOSURES

The SEC’s support of the establishment of GAAP by the
Financial Accounting Standards Board is set forth in Accounting

Series Release No. 150.

In light of that Release and of the

fact that the objective of GAAP is to provide full and fair
disclosure in financial statements, the SEC should not estab

lish financial statement requirements beyond those of GAAP,
except in certain instances relating to emerging problem areas

as discussed below.

Because Regulation S-X contains many dup

lications and unnecessary modifications of GAAP and calls for

information not now required for full and fair disclosure
under GAAP, we believe Regulation S-X should be substantially

modified.

A similar problem exists with respect to certain of

the SEC’s instructions as to financial statements, Accounting
Series Releases, and Staff Accounting Bulletins.

In arriving at our recommendations, we reviewed the

financial statement disclosure requirements set forth in
Regulation S-X, articles 3, 4, 5, 7, 7A, 9, 11, 11A, and 12,

Forms S-1 and 10-K, the proxy rules, and selected SEC releases
(principally ASRs) and concluded that present financial state
ment disclosure requirements of the SEC may be classified in
three categories:1

1

The attached appendix provides examples of items in these
three categories.
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First, those which repeat or paraphrase GAAP as

set forth in the pronouncements of the FASB

and predecessor bodies.
Second, those which differ from GAAP because the

SEC sets materiality levels that are more

restrictive than GAAP (even though GAAP do not
usually explicitly incorporate materiality
levels).

We believe that those more restrictive

materiality requirements are unnecessary and we

urge their elimination.

Third, those which require disclosure of certain
information in financial statements that is not
required by GAAP regardless of materiality.

Un

less such disclosures are relevant to items in
emerging problem areas, as discussed below, their

requirement should be deleted.

If the SEC con

siders that disclosures not required by GAAP are

necessary, they should be included in a section

of the document other than the financial state
ments .

Emerging Problems
In an ever-changing economic environment, new financial
reporting problems emerge which GAAP do not explicitly cover.

The FASB has machinery to screen emerging practice problems to
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decide which to give high priority.

We recognize that there

will nevertheless be occasions when the SEC believes that it

is necessary to promulgate interim solutions to such problems.
We urge the SEC to make every effort to have these matters
initially considered by the FASB.

Only when the FASB's response

times are unacceptable to the SEC should the SEC promulgate
interim solutions.

The SEC should continue the policy of

withdrawing its interim solutions at the time GAAP have been
developed to cover the problems.

SUPPLEMENTARY INFORMATION
We recognize that financial statements are not the sole
means of communicating financial and other information to in

vestors and financial analysts who are considering investment
decisions and that certain information supplementary to finan
cial statements is currently being provided in documents filed

with the SEC.

As previously noted, we believe the content of

financial statements should be determined by the requirements

of GAAP.

Supplementary information is most usefully presented

in a section of the filing document other than the financial
statements.
2

The SEC has taken this position in certain of

For example, in ASR 172 the SEC recognized SFAS 6, "Clas
sification of Short-Term Obligations Expected to be
Refinanced” and modified the position taken in ASR 148,
and in ASR 178 the SEC recognized SFAS 2 and rescinded
that part of ASR 141 relating to research and development
costs.
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the "Guides for Preparation and Filing of Registration State
ments" under both the Securities Act of 1933 and the Securities
Exchange Act of 1934 (for example, Guides 22 and 1 relating to

Management’s Discussion and Analysis of the Summary of Earnings
and Guides 61 and 3 relating to Statistical Disclosure by Bank

Holding Companies).

We believe the SEC should consistently

take that position for all supplementary information.

We have also considered possible requirements for dis

closure of supplementary information beyond present require
Our consideration was limited to those disclosures

ments.

which in pur opinion would be useful for investment decisions.

Our efforts were focused on identifying broad types of
data for which additional disclosure might be perceived as

being generally beneficial.

We did not attempt to reach

definitive conclusions as to specific requirements.

We believe

that each of the areas identified warrants further consideration
and in some areas intensive research before conclusions can be
reached as to whether additional disclosure should be required

and what the specific requirements should be.
The broad categories we identified are:
•

Historical financial interpretive informatiop.

•

Forecasts and projections of financial

information.
•

Information about industry and economic
factors.
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•

Descriptions of the business and facilities.

•

Descriptions of management information and

control systems.
•

Information related to compliance with laws

and regulations.

Historical Financial
Interpretive Information

Management's analysis of operations as presently provided

varies widely in degree of informative disclosure from company
to company.

We do not anticipate that it will ever be possible

to prescribe in detail the disclosures that should be made in
this area because of the special circumstances of each individual
enterprise.

However, several general improvements could be made

in these analyses:

a.

More attention should be focused on the esti
mation process and on uncertainties inherent in

developing the financial statements, particularly

in those industries in which prices or other con
ditions are volatile and degrees of risk, for

example in realization of assets, are significant.

b.

More attention can be given to discussing the

effects on current and future operations of
current levels of research, maintenance, or other

deferred benefit expenditures, with particular

emphasis on discretionary expenditures.
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c.

It would be particularly helpful if manage

ment’s comments included discussion of various
financial statistics, ratios, and other indicators

used by credit grantors, financial analysts, and
management to evaluate a business, such as in

ventory turnover, receivable delinquency, and

order backlog.

Forecasts and Projections
of Financial Information
Prospective financial data is the most significant cate
gory in which additional supplementary disclosure would be

helpful.

Among the items we believe should be considered

are forecasts of information in income statements and state

ments of changes in financial position, including discussion
of comparisons between prior years' forecasts and actual results.

Other prospective data that should be considered include the
company's plans or anticipated sources for meeting long-term
financing needs and anticipated major changes in the company's
business activities.

However, there are major liability

deterrents which must be removed or mitigated before significant
progress can be made in this area.

Among other things, that

would involve appropriately defined standards for preparation,
disclosure, and updating of such information, as well as adequate
safe harbor rules.

We emphasize that any recommended disclosures should give

consideration to the significant differences among industries,
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both as to the ability to forecast with reasonable reliability
and the value of such forecasts to investors.

Furthermore,

we believe that any disclosure requirements that might ulti
mately be adopted should take into consideration the recent
AICPA pronouncements of the Accounting Standards Division on

’’Presentation and Disclosure of Financial Forecasts (SOP 75-4)”

and of the Management Advisory Services Division on "Guide
lines for Systems for the Preparation of Financial Forecasts.”
Industry and Economic Factors

Industry and economic information considered to be
relevant and useful by management in the particular business

and company situation should be considered for disclosure.
This should generally include comments from management on the

position or outlook for the industry and on the position of the

specific company within the industry, for example, its approximate

share of the market and other competitive factors.

However,

views of what constitutes useful information about industry
and economic factors may be highly subjective.

Some of this

information may be so subjective that it would be more misleading
than helpful.

Management should be given considerable latitude

as to disclosures in those areas.
Description of the
Business and Facilities
Present disclosure requirements and practices generally

provide a reasonably adequate description of the company and
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its business operations.

Nevertheless, based on our general

experience, we believe that there are a number of specific
areas that frequently do not receive adequate attention.
They include comments as to the age, condition, and efficiency

of existing plant and equipment, information concerning new

product development and marketing programs, information con

cerning the sensitivity of operations to the labor market and
the nature of existing labor relations, and information con

cerning the volatility or risk factors inherent in the business.
Management Information
and Control Systems
Management information and control systems comprise the
system of internal accounting control and other systems estab
lished by management to provide information, maintain control,
and facilitate and enforce decisions.

Considerable interest has recently been expressed in
public reporting on internal Recounting controls.

If such

reporting is considered to benefit investors and other users

of financial information, management should have the primary
responsibility to fulfill that objective.

No special knowledge or experience concerning information

and control systems outside the system of internal accounting
control is required in performing the audit function, so we

express no views on disclosures pertaining to those systems,

Other than the view that such disclosures should not be made
part of financial disclosure requirements.
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Compliance with Laws
and Regulations
Generally accepted accounting principles (FASB State
ment No. 5) provide guidance for the accrual or disclosure of
loss contingencies.

The guidance applies to loss contingencies

created by failure to comply with laws and regulations.

Various government agencies might need additional data concerning
compliance with laws and regulations to accomplish their

regulatory function.

If such disclosures are deemed necessary

by the SEC, they should not be made part of financial statement
disclosure requirements.
CONSIDERATIONS FOR EXTENSION OF AUDITOR INVOLVEMENT

In October 1974, the American Institute of Certified

Public Accountants established the Commission on Auditors'
Responsibilities,

("Cohen Commission") chaired by Manuel F.

Cohen, former Chairman of the Securities and Exchange Commission.

The Cohen Commission is studying the role of independent auditors
in society to identify auditors’ responsibilities in relation to
needs and reasonable expectations and to recommend actions that

should be taken to assure that independent auditors discharge those
responsibilities adequately.

We suggest that any recommendations

by the Advisory Committee as to actions by the SEC to extend
auditor involvement await the issuance and study of that report.
Extension of auditor involvement entails several sig
nificant considerations.

The extension should provide an overall
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net benefit and should not weaken users' confidence in the

auditor's traditional function of examining and reporting on

annual financial statements.

The auditor’s ability to provide

the kind and extent of assurance desired and his ability to
convey the limitations of various types of auditor assurances
especially need study.
Auditors' Ability to
Provide Assurance

The auditor does not have unlimited ability to provide
assurance concerning subject matter with which he may be in
volved.

His ability to provide assurance is limited even in

his traditional audit of financial statements in accordance
with generally accepted auditing standards.

An audit is designed

to provide users with a reasonable degree of assurance on the
reliability of the information, but it does pot provide an
absolute guarantee.
A number of factors limit assurances provided by audits.

For example, the financial statements incorporate estimates
and judgments and consequently cannot attain absolute accuracy.
Audits employ selective testing procedures rather than exam
ination of all transactions, and thus are subject to the inherent

risk that material errors or irregularities, if they exist,

will not be detected.

This risk is increased by the possibility

of management override of controls, collusion, forgery, or un
recorded transactions.

The audit is a practical response to a
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practical need for a reasonable degree of assurance as to the
reliability of financial statements.

It is not a means of

eliminating all risk of misstatement of financial statements.

The auditor’s ability to provide assurance is more limited
in areas in which the auditor may have expertise but which are
not subject to the same controls as the financial accounting
and reporting system.

For example, while an auditor is familiar

with sales and sales contracts, his ability to provide assurance

on the reliability of sales backlog is limited since backlog
data are not subject to the same degree of internal control as

completed transactions.

In any involvement with financial forecasts, the auditor
can determine that accounting principles consistent with those

used for historical financial statements have been used in the
forecasts and can check the computations, but he is subject to

the same constraints as everyone else in foretelling the future.

The auditor's ability to provide assurance can also be
limited by lack of expertise in areas with which he may be

asked to become involved.

For example, proposals for auditors

to detect and disclose illegal acts of clients do not always
clearly specify what types of illegal acts should be included

or how an auditor without legal training can determine in every
case whether an act is illegal.

Statement on Auditing Standards

No. 17 "Illegal Acts by Clients," recognizes the nature of this

problem.

Similarly, any proposal for an auditor to become
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involved with the accuracy of estimates of oil and gas reserves

would have to take into consideration the lack of expertise of
an auditor in areas such as geology and engineering.

Statement on Auditing Standards No. 11 "Using the Work
of a Specialist,” provides guidance to the auditor on obtaining
assistance in areas beyond his expertise in an audit of financial
statements.
in an audit.

Reliance on outside experts is sometimes necessary

That should not, however, serve as a precedent

for any requirement that the auditor provide assurance to users

in areas beyond his expertise.

Assurances by an auditor based

on the use of specialists in subjects far removed from his
traditional role as an auditor of financial statements will

serve a limited purpose at best and could impair the auditor's
credibility in his traditional role.

Ability to Convey Limitations of
Various Types of Auditor Assurances

Auditors have not yet been wholly successful in communicating

to users the degree of assurance they should derive from audits
of financial statements.

The auditor's ability to convey to

users further limitations on the assurances provided by various
types of auditor involvement other than audits must be explored.

Two other types of auditor involvement have been recog
nized in authoritative professional pronouncements.

The first

is the reading of other information in documents containing

audited financial statements for possible inconsistency with the
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information in the financial statements and for possible
material misstatements of fact.3

However, such reading is

performed in connection with the audit, and is recognized as
an inadequate basis for reporting on the other information.

The second is the limited review of unaudited interim

financial information,4 only recently introduced.

Experience

has not yet demonstrated that users understand the limitations
inherent in the review or the level of assurance the review
provides.

After extensive consideration, the limited review was

established as including inquiry and analytical review procedures

but excluding corroborative procedures characteristic of audits.
Corroborative procedures were excluded to provide a clear line

of demarcation between a limited review and an audit and because
of the difficulty in defining a limited scope of corroborative
or other audit type procedures that could be consistently applied

by auditors in every situation and conveyed to users in a reason
ably understandable manner.

A positive judgment of the ability

of auditors to convey, and users to comprehend differences in
the scope of auditor involvement is needed before proposals
that involve novel levels of involvement are adopted.
3

Statement on Auditing Standards No. 8, "Other Information
in Documents Containing Audited Financial Statements."
4
Statements
on Auditing Standards Nos. 10 and 13, "Limited
Review of Interim Financial Information," and "Reports on
a Limited Review of Interim Financial Information." The
term "limited review" is used in this report as a term of art
defined by these statements.
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Another illustration of the difficulties auditors would

face in conveying the limitations of auditor assurances con
cerns proposals for public reporting on internal accounting
controls.

Among the proposals is that as a part of the audit

function the auditor give an overall opinion on the adequacy
of the controls and that he report any material uncorrected
weaknesses in internal accounting controls.

A prerequisite to reporting on the adequacy of internal

accounting controls would be an appropriate definition of the

term "adequate" in this context.

A system of internal accounting

controls is not simply adequate or inadequate but is adequate or

inadequate for a given purpose based on given standards and con
sidering the relationship between costs and anticipated benefits.

Furthermore, internal accounting controls, however well designed,

can be ineffective, for example, because of carelessnes or mis
takes by employees, circumvention, or overriding by management.
And a system designed and operating well at the time of the

auditor's review may break down at any time thereafter.

It may

be difficult to convey those limitations in an auditor’s report

on the adequacy of the controls.

Reporting on material uncorrected weakness in internal
accounting controls might appear to avoid the problems associated

with a report as to adequacy, but would not be without its own

problems.

Under generally accepted auditing standards, the

auditor is required to test and evaluate internal accounting
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controls only if he intends to rely on them in restricting
the extent of his other auditing procedures.

However, it would

be difficult to convey even to a relatively informed public

this limitation of scope of the auditor’s evaluation of controls
in a report on material uncorrected weaknesses.

Consequently,

it has been suggested that any requirement for public reporting

on internal accounting controls should be based on a review of
all internal accounting controls.

Even such a review would

employ selective testing and thus be subject to the inherent
risk that some material weaknesses would not be disclosed.

Management has traditionally borne the principal obligation

for reporting and the auditor's function has been to evaluate
that reporting.

This has been so because management knows more

about the operations of the business.

Similarly, management

has the most knowledge of material weaknesses in internal
accounting controls and is responsible for decisions concerning

benefits and costs in establishing controls.

Consequently,

management should originate any public reports on material

uncorrected weaknesses in internal accounting controls and the

auditor's function should be confined to reporting on his evalu
ation of management's disclosures.

A response that has been proposed to deal with the dif
ficulty auditors may find in conveying the limitations of
various levels of assurance is the establishment of "safe
harbor" rules by administrative action.

The effectiveness
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of safe harbor rules has not been tested since they have only
recently gone into effect in a limited area, and their in
fluence on legal actions is unknown.

Consequently, their

utility in facilitating auditor involvement is also unknown.
Although safe harbor rules should not be a substitute for
appropriate standards, they may discourage frivolous litigation

by shifting the burden of proof and changing what has to be

proven.

Protection to the preparers and auditors of information

should be based on compliance with sound, unambiguous standards
that users can understand, perhaps provided, in part, by safe
harbor rules, rather than on good faith performance in compliance

with ambiguous and ill-defined responsibilities.
Other Practical Considerations
Proposals for extension of auditor involvement must

recognize the practical considerations of cost and timing.
Cost-Benefit.

The benefits of an extension of auditor

involvement should be believed to exceed the costs.

The com

parison is usually complicated and difficult, mainly because

benefits involve subjective judgments.
always precisely determinable.

must be considered.

Costs also are not

Nevertheless, those factors

The SEC considered them, for example, in

Accounting Series Release No. 177 (paragraph 7):
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In its initial proposal in Securities Act
Release No. 5549 the Commission indicated
that it was not prepared to have these data
labeled "unaudited.” ...After careful con
sideration of costs and benefits of auditor
involvement, the Commission has determined
to permit the required note to be identified
as "unaudited.”

The considerations of costs and benefits should continue with
respect to future proposals, particularly those which attempt

to involve the auditor in areas outside the traditional audit
of annual financial statements.
The cost of auditor involvement can be affected by con
siderations of auditor liability.

More work, and therefore

greater cost, may be required to attain a given level of assurance

for some forms of involvement than for others.

If an unduly

high level of assurance is required by regulatory pronouncements
or by the courts, costs may escalate to make involvement with

some areas uneconomical.

Auditor liability must be related to

the nature of the information and the level of assurance pro
vided by the auditor.

Timing.

Another practical consideration that deserves

attention before auditor involvement is mandated in new areas

is possible delay in issuing financial information.

For example,

press releases that contain financial information are ordinarily

issued shortly after the events occur in response to the need
for timely publication of such news.

Auditor involvement with

press releases before they are issued would almost always
result in a delay in publication.
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Reporting on Extensions
of Auditor Involvement
Auditors have traditionally reported on their involve

ment with financial information.

They have generally either

audited information with which they were involved and issued

audit reports or indicated that the information was unaudited
and disclaimed an opinion.

Recently, auditors have become involved with information
on which they are not required to report their involvement.

Certain companies are required by the SEC to include in audited
annual financial statements a note containing selected interim

financial information.

The information must be the subject of

a limited review by the auditor, but he ordinarily need not
modify his report to refer to his limited review.

This procedure

is a departure from customary practice and was adopted because

of concerns as to the possibility of confusing the users of

audited financial statements in annual reports by either having
two different kinds of reports or by expanding the auditor's
standard report to include reference to the limited review.

In contrast, the auditor is required to report his involvement
if he is associated with interim information except when it

appears in a note to annual financial statements or as a stub

period in registration statements filed with the SEC.
The profession decided not to expand the auditor's standard

short form report on financial statements to require that an
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auditor report in all cases on his involvement in the limited
review of interim information and is currently extending the
same consideration with respect to unaudited replacement cost
information included in audited financial statements.

Those

decisions were influenced by a desire to preserve the standard

two paragraph unqualified report.

However, it is possible

that, in the event of any further extension of auditor involve

ment, users of financial information would be better served if

all such involvement were reported on explicitly by the auditor.
Future Auditor Involvement
One proposal for extension of auditor involvement is the
auditor of record concept—a requirement that he be involved

with all the financial information a client makes public.
auditor of record concept as presently expressed is vague.

The
To

be effective, the concept needs more specific delineation.
Whether the auditor should be involved and how he could usefully

be involved should be considered for each area proposed.
Extensions of auditor involvement should be based on a

demonstrated need of users for the service.

It should develop

from careful consideration of the ability of auditors to provide

assurance in each area considered, consideration of their ability
to convey to users the limitations of the assurances auditors
are able to provide in the area, and consideration of the prac

tical effects of auditor involvement in the area.

is involved he should report.

If the auditor
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The profession has made significant changes in its prac

tice.

It studied the auditor's involvement in quarterly in

formation and devised the limited review in response to a request
by the SEC.

It is considering auditor involvement with unaudited

replacement cost information based on a similar request.

Auditors

in the future, as in the past, will respond affirmatively to
proposals for service in areas in which overall benefits can be
demonstrated.
Respectfully submitted by the
AICPA Special Committee on the
SEC Disclosure Study

Robert K. Mautz, Chairman
Dane W. Charles
John W. Hoyt
Robert L. May
James J. Quinn
Morton B. Solomon
Charles G. Steele
W. Arthur Stimpson
Fred L. Tepperman

AICPA Staff
Thomas P. Kelley, Director
Accounting Standards
Paul Rosenfield, Director
Technical Research
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Appendix

Comments Relating to Certain
Financial Statement Disclosure
Requirements of the SEC

This appendix is a representative list ofitems
in the categories discussed on pages 4 and 5 of
this report and is not intended to be a complete
list. We will assist the Advisory Committee or
the staff of the SEC in preparing a more compre
hensive list.
REGULATION S-X

Rule 3-09 -Valuation
and Qualifying Accounts

This rule repeats the substance of APB Opinion No. 12
paragraphs 2 and 3.

Rule 3-16(b)(2) - Amount and Disposition
of Gain or Loss from Translation of
Foreign Currencies
Except for foreign registrants, the alternatives pre

viously available have been eliminated by the issuance of

SFAS 8.

For foreign registrants, other instructions of the

SEC (for example, those to Form 20K) provide for disclosure
of practices that differ from GAAP in the United States.
Rule 3-16(m)(3) - Accounting
Treatment for Maintenance, Repairs,
Renewals and Betterments
Under Opinion No. 22 of the APB, disclosure is required
only when the principles and methods are peculiar to the industry

in which the entity operates.

Consequently, this Rule results

in unessential disclosure in many instances.

We recognize that
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this item is required by item 25 of Schedule A of the Secur
ities Act of 1933.

Rule 3-16(n) - Capital Stock
Optioned, Sold or Offered for Sale
to Directors, Officers and Key Employees
The background of this rule is encompassed in ASR 76,

dated November 3, 1953, "Adoption of Rule 3-20(d) of Article
3 of Regulation S-X."

That Rule was adopted because of the

apparent lack of unanimity of opinion among corporate and
public accountants as to the appropriate manner in which to
determine the amounts, if any, to be charged against income

as compensation to recipients of stock options.

The accounting principles and disclosure requirements

have been reconsidered and supplemented by Opinion No. 25 of
the APB (issued in May 1972).

Therefore, the disclosure re

quired in the Rule is unnecessary.
Rule 3-16(t) - Disclosure of
Selected Quarterly Financial Data
in Notes to Financial Statements

The comments of the AICPA with respect to this Rule are
included in a letter, dated April 10, 1975, to the Secretary

of the Commission.

The letter stated, in part, that by their

nature, interim financial data are not supplements to, or ex
planations of, annual financial statements.

Therefore, the

Rule should be withdrawn and the disclosure be made, if at all,
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outside the financial statements along with other supplementary
information.
Rule 3-17 - Current
Replacement Cost Information

The comments of the AICPA with respect to this Rule are
included in a letter, dated January 30, 1976, to the Secretary

of the Commission.

That letter states, in part:

”We are con

cerned, however, that the Commission’s proposed replacement
cost disclosures may not fulfill the primary objectives of pro
viding data that will enable investors to obtain a better under

standing of the current cost of operating the business.

There

is a significant possibility that the information disclosed may
be misunderstood by users of financial statements.”

Therefore,

the Rule should be withdrawn as it requires information not
required by GAAP.
Rule 4-02(e) - Separate Financial
Statements of Consolidated Sub
sidiaries Engaged in Specified Businesses

The materiality guidelines under this rule often result
in an excessive volume of detailed financial information being

presented; consequently, essential information may be obscured
or overlooked as a result of the number of financial statements

included in the document.

Summarized information in a note or

supplementary schedule could provide equally useful data with

respect to financial type subsidiaries in most instances.
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Article 5. Commercial
and Industrial Companies
The substance of Article 5 is to establish the form

and content of balance sheets and income statements to be filed
with the SEC.

GAAP provide guidance with respect to the form

and content of financial statements and therefore this entire

Article could be rescinded.

The following items from Article

5 are presented for illustration purposes and are not intended
as an all-inclusive list of items that are unnecessary:

Rule 5-03.2a - Amount of Beginning and
Ending Inventories Entering into the
Determination of the Cost of Tangible
Goods Sold

Such disclosure is unnecessary in most cases,
because it is not useful for meaningful analysis.
In any event, such information may be determined by
reference to the statement of changes in financial

position.

Schedules - Rule 5-04
Schedule I - Marketable Securities - Other

Securities.

The requirements of SFAS Nos. 12 and 5

would provide for adequate disclosure in this regard.
Therefore, this schedule is not considered necessary.

Schedule II - Amounts Receivable from Under
writers, Promoters, Directors, Officers, Employees,
and Principal Holders (Other Than Affiliates) of
Equity Securities of the Person and Its Affiliates.
Disclosure in financial statements prepared in
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accordance with GAAP gives the essential inform

ation required by this Schedule.

The additional

detail required by the Schedule, despite a most
restrictive concept of materiality, is not essential.

We recognize that this item is required by item
25 of Schedule A of the Securities Act of 1933.

Schedule III - Investments in, Equity in
Earnings of, and Dividends Received from Affiliates
and Other Persons. Considerable disclosure is made
in financial statements prepared in accordance with
GAAP.

Also, the materiality criteria for this

Schedule are too restrictive; therefore, the resulting
additional information is unnecessary.
Schedule IV - Indebtedness of Affiliates
and Other Persons (Not Current). Disclosure required
------------------------------------------------

by this schedule, if significant, would be included

in financial statements prepared in accordance with
GAAP.

The additional information in the Schedule,

name of person and balance at the beginning of the

period, is not essential.
Schedules V, VI, VII, and VIII - Property,
Plant, Equipment; Accumulated Depreciation and
Amortization of Property, Plant and Equipment;
Intangible Assets, Preoperating Expenses arid
Similar Deferrals; and Accumulated Depreciation
and Amortization of Intangible Assets. Disclosure

in financial statements prepared in accordance with
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GAAP give the essential information required by

these schedules.

Debt.

Schedule IX - Bonds, Mortgages and Similar
This schedule is no longer needed in that the

required information would be disclosed in the basic

financial statements.
Schedule X - Indebtedness to Affiliates and
Other Persons (Not Current). Same as that for Schedu1e
IV.

Schedules XI, XIII, XIV, XV - Guarantees of
Securities of Other Issuers; Capital Shares; Warrants
or Rights; and Other Securities. Same as that for
Schedule IX.

Rules 7-03.1 and 7A-03.I - Name of Any
Person in Which Total Amount Invested
Exceeds 2% of Total Investments

The materiality guideline set in note (6) to these
rules is too low.

In addition, except for situations similar

to that in ASR 188, "Interpretive Statement by the Commission

on Disclosure by Registrants of Holdings of Securities of
New York City....," the meaning of such disclosure is not

clear.

Rule 7A-05.6(a) - Amount of Life
Insurance in Force Ceded to Other Companies

The disclosure required by this Rule constitutes a con
tingency that should be disclosed only when there is a reasonable

possibility that a liability has been incurred at the date of
the financial statements.
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INSTRUCTIONS AS TO FINANCIAL STATEMENTS (FORM S-l)

Instruction 3 - Omission of Registrant's
Statements in Certain Cases

The materiality guidelines set in this Rule are too ex
treme.

Consequently, in many cases, they result in the inclusion

of unnecessary data.

We understand that the issue is being

studied by the Commission and we encourage such study.

Instruction 6 - Financial Statements
of Subsidiaries Not Consolidated and
50% or Less Owned Persons '

The application of this Instruction involves materiality
guidelines (10% tests) which in certain instances are too

restrictive; consequently, essential information may be obscured
or overlooked as a result of the number of financial statements
included in the document.

Summarized information as required

by GAAP would be appropriate in many instances.
Instruction 11 - Past
Successions to Other Business

This instruction, particularly with respect to acqui
sitions occurring during the most recent year or other period,
results in additional detail which is unnecessary in view of

the pro forma disclosure required by GAAP (which disclosure

gives effect to the new accounting basis and intercompany
transactions).

Such financial statements may highlight certain trends,
and/or unusual, infrequently occurring, or extraordinary items.
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However, if material to the consolidated results, they would
be apparent from the pro forma disclosure required by GAAP

and, in addition, they would be expected to be discussed
under Management’s Discussion and Analysis.

We recognize that the aforementioned pro forma dis

closure is encompassed by the. FASB Discussion Memorandum,

dated August 19, 1976, ’’Accounting for Business Combinations
and Purchased Intangibles.”
Instruction 12 - Future
Successions to Other Business

Application of the Commission's "significant subsidiary”
test in connection with this Instruction often results in the

presentation of data which are of limited usefulness.
RATIO OF EARNINGS TO FIXED CHARGES
Various forms call for disclosure of the ratio of earnings

to fixed charges and/or a combined ratio of fixed charges and
preferred dividend requirements.

The necessity of these ratios

and their usefulness to investors have been questioned on many

occasions.

Such ratios are not understood by many users, and

thus, may be misinterpreted; also, those who understand such
ratios frequently make their own calculations.

